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AMERICAN INSTITUTE OF ACCOUNTANTS 


EXAMINATIONS 


The next written examinations for ad- 
mission to the Institute will be held on 
May 16th and 17th. Candidates wishing 
to sit for examination at that time are 
advised that their applications must be 
filed prior to April 1st. The sessions 
will be held at New York and at other 
cities to suit the convenience of candi- 


dates. 
ELECTIONS 


In the absence of protest, the presi- 
dent has declared elected as members 
and associates, respectively, the follow- 
ing candidates whose election was rec- 
ommended by the board of examiners 
and approved by the council by mail 
ballot: 


ADVANCED TO MEMBERSHIP: 


A. Bryan Bolin, Memphis 

Carl H. Depue, Cincinnati 
Thomas J. Hogan, New York 
Howard A. Tillinghast, Hartford 
William C. Waggoner, Chicago 
Seymour Wells, Salt Lake City 
Raymond D. Willard, Boston 
Gustave A. Wuerfel, New York 


ADMITTED AS MEMBERS: 


Harold L. Child, Salt Lake City 
Francis V. Collinge, Chicago 
Walter A. Cooper, New York 
Oscar Ralph Davis, Oklahoma City 
John Ernest Eberly, Dayton 
Joseph W. Galloway, Chicago 
Mahlon W. Mattison, Los Angeles 
Frederick S. Metzler, Philadelphia 
L. Irvin Morgan, Wichita 
Ferdinand M. Pitner, Boston 
Robert T. Pritchard, Chicago 

G. G. Richards, Chicago 

James A. Runser, San Francisco 
Adrian F. Sanderbeck, Pittsburgh 
S. W. Sinderson, Kansas City, Kansas 
Lester I. Swindell, Boston 

Andrew L. Tillotson, Shreveport 
Virgil S. Tilly, Tulsa 

Charles T. Wheeler, Muskegon 


ADMITTED AS ASSOCIATES: 


Alexander E. Gordon, New York 
John F. Lee, Portland, Ore. 
George P. Little, Joplin, Mo. 
Ulwin D. Porter, St. Louis 

E. H. Schuck, Chicago 


DISCLOSURE OF SALES, COST OF 
SALES AND GROSS PROFITS 


Reports have reached the Institute 
that many business men regard with 
some apprehension the provision of form 
10 (as well as form A-2) issued by the 
securities and exchange commission, 
which requires disclosure in the profit- 
and-loss statements of the amounts of 
gross sales, cost of sales and gross prof- 
its. It is feared that disclosure of such 
information may damage the competi- 
tive position of certain types of com- 
panies. 

Since it has become public knowledge 
that representatives of the American 
Institute of Accountants conferred with 
the securities and exchange commission 
during the preparation of these regula- 
tions, the Institute’s special committee 
on codperation with the securities and 
exchange commission considers it desir- 
able to state two facts in relation to the 
question now under consideration: first, 
the Institute’s representatives recom- 
mended to the commission that the dis- 
closure in detail of sales, cost oi sales 
and gross profit be not compuisory in all 
cases; and second, the commission has 
included in its regulations a provision 
that information of this character may 
be kept in the confidential files of the 
commission if the company concerned 
shows reasons why public disclosure of 
the data might injure it (Rule UB2). 

In a memorandum submitted to the 
commission on this subject the Insti- 
tute’s committee set forth reasons why 
disclosure of sales, cost of sales, or gross 
profits, would be detrimental to the in- 
terests of stockholders in certain cases. 

The committee said that while an in- 
vestor might be helped by the disclosure 
of sales and sales statistics, in that he 
could, perhaps follow the progress of the 
business and appraise its position in the 
industry, nevertheless, if the disadvan- 
tages to him as an investor exceeded the 
benefits, he would doubtless prefer to dis- 
pense with the information were the 
choice left with him. 
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OBJECTIONS TO DISCLOSURE 


The more serious objections to the dis- 
closure of such information are: 

(1) That it is detrimental to the in- 
terest of investors. 


(2) That the information itself might 
be misleading. 

The committee submitted illustrations 
of typical cases in which forced disclos- 
ure of sales and gross profits might be 
detrimental to the interests of investors, 
as follows: 


(1) Corporations in this country com- 
peting with foreign industries, as in the 
dye and chemical industry, would be at a 
disadvantage if their profit margins became 
known to foreign competitors, who would 
be under no obligation to disclose like in- 
formation. 


(2) American companies carrying on a 
large volume of business in certain foreign 
countries might be unnecessarily exposed 
to efforts to assess larger foreign taxes 
against them if their sales and profit mar- 
gins were made public. 


(3) Relatively small companies dealing 
in only a few products, frequently in com- 
petition with a single department of a 
larger corporation, might be placed at a 
disadvantage from a competitive point of 
view, because the larger companies, by 
publishing sales in bulk, would not show 
detailed information applicable to the spe- 
cific products on which the smaller com- 
petitors would be required to divulge in- 
formation. 


(4) Manufacturing companies listed on 
national exchanges frequently compete with 
unlisted companies which would not be 
subject to the requirements of the securities 
exchange act. The listed companies, in such 
instances, by disclosing sales would reveal 
information of benefit to unlisted competi- 
tors without receiving similar information 
from them. 


(5) Companies manufacturing a small 
number of items which are used as raw 
materials by other manufacturers would, 
if required to disclose such information, 
divulge their profit margins to their princi- 
pal customers, who are usually few in 
number and often financially stronger than 
the vendor company, with consequent dan- 
ger of efforts to force reduction of prices. 

(6) Disclosure of sales volume and profit 
margins of companies which have devel- 
oped specialized methods of merchandis- 


ing and selling, such as mail campaigns, 
door-to-door selling, etc., might attract 
competitors who would duplicate these 
methods. The pioneers in these fields be- 
lieve that the information which would be 
disclosed is in the nature of a trade secret 
and that disclosure would injure their 
stockholders. 


(7) Pioneers in new fields, who have 
often spent large sums in research and de- 
velopment, as a result of which they now 
enjoy large profit margins, fear the irre- 
sponsible competition, with inevitable price- 
cutting, which would be attracted if profit 
margins were disclosed. The original com- 
panies might be unable to make sufficient 
profit to amortize preliminary experimen- 
tal expenses. A high gross or net profit 
in relation to sales does not necessarily 
mean that prices are too high. Other ele- 
ments, such as rate of inventory turnover, 
capital requirements in relation to sales, 
expenditures for research and develop- 
ment, and the risks of new enterprises, 
may make a high profit ratio economically 
sound, although disclosure of that ratio 
might invite competition that is econom- 
ically unsound. 

(8) Companies must enjoy some good 
years in order to be able to carry on 
through lean years, but if at certain times 
profit margins appear to be attractive, dis- 
closure of the facts may invite competition 
which will result in ultimate overcapacity. 


The committee also submitted the fol- 
lowing illustrations of cases in which the 
publication of information regarding 
sales, cost of sales and gross profit might 
be actually misleading: 


(1) While such information might seem 
to indicate a trend it could be seriously 
confused by individual sales policies, sell- 
ing prices, seasonal business and other fac- 
tors. It would be impossible to convey to 
stockholders data on all these points. 

(2) Some products are seasonal, others 
are sold for immediate consumption, and 
still others are sold for new plant and 
equipment and would not represent repeat 
business. The bare facts as to sales would 
in many cases fail to indicate correct 
trends. 

(3) In certain sections of various indus- 
tries such as sugar or metals, companies 
receive their profits for their services in re- 
fining or processing, and the price of the 
raw materials is of comparatively little 
importance; in fact in many cases the com- 
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panies may undertake a large volume of 
business under what is called a “tolling” 
arrangement, i. e. to process the raw mate- 
rials owned by others and to charge only 
for services in processing. The company 
might have done more processing business 
in one year than another year when there 
was comparatively little of this “tolling”; 
although in the latter year the sales re- 
ported might be substantially higher due to 
the inclusion therein of a greater amount 
of raw material. In other words, larger 
sales would be shown in the year in which 
less business was actually transacted. 


SELLING AND ADMINISTRATIVE EXPENSE 


The committee also raised the question 
whether listed companies should be re- 
quired to show the amounts of selling, 
general and administrative expenses. 
“Objections to the disclosure of such ex- 
penses,” it was said, “may be made on 
the same grounds as in the case of dis- 
closure of sales. Accounting classifica- 
tions within the confines of the profit- 
and-loss or income accounts may undergo 
substantial changes from time to time, 
and it is generally recognized that there 
is no uniformity of operating-account 
classification in the various industries. 
The important disclosure, after all, is 
the profit arising from the normal or 
ordinary operation of the business of 
the particular company. In addition, ex- 
traordinary profits and charges should, 
of course, be disclosed, together with 
such items as interest charges, deprecia- 
tion, depletion and provision for federal 
and state taxes. 


“The question as to what represents 
reasonable disclosure in the interest of 
investors has been under consideration 
for some years past and has been dis- 
cussed by officials of corporations who 
are actuated by the highest motives. 
Their attitude has been that they will 
willingly include all information as to 
the operations and financial condition 
necessary to enable the investor to de- 
termine intelligently the condition of the 
business and the result of its operations 
but without including such information 
as would be of more use to the company’s 
competitors than to investors in its se- 
curities. If executives could be sure that 


important information could be imparted 
to investors or even to prospective in- 
vestors without such information going 
further, they would be willing to submit 
such statements as the profit-and-loss 
account in full detail. On the other 
hand, they recognize the actualities of 
the situation in that whatever is pub- 
lished becomes public property available 
to competitors who will probably study 
it much more closely than will the stock- 
holders. Hence, very fine judgment must 
be exercised as to what information may 
be published which will not react to the 
detriment of investors and prospective 
investors.” 


ALTERNATIVES SUGGESTED 


The committee suggested that the in- 
terests of investors would be best served 
by eliminating the mandatory provision 
that sales and cost of goods sold be 
shown and permitting listed companies 
the following three alternatives when 
they believe that the interests of in- 
vestors in their securities would be 
harmed by a more complete disclosure: 

(a) Show sales and combine cost of 
goods sold with selling, administrative and 
general expenses; 

(b) Show sales first as a memorandum 
only and then begin the statement with the 
net operating profit from the normal or 
ordinary operation of the business of the 
company; 

(c) Show as the first item the gross 
profit and deduct therefrom the selling, ad- 
ministrative and general expenses. 


ACCOUNTANT APPOINTED TO 
FEDERAL POST 


Charles J. Maxcy, of New York, a 
member of the American Institute of 
Accountants, has been appointed director 
of the accounting division of the public 
works administration, it was announced 
on February 2nd. In his new post, Mr. 
Maxcy will have charge of the auditing 
and accounting for all expenditures of 
the public works administration. His 
division will have headquarters at Wash- 
ington and offices in every state. 
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NEW REGULATIONS OF SECURITIES 
AND EXCHANGE COMMISSION 


Form A-2 for registration of new se- 
curities of so-called “seasoned corpora- 
tions” under the securities act of 1933, 
issued during January, has been care- 
fully considered by the Institute’s com- 
mittee on codperation with the securi- 
ties and exchange commission and by 
accountants generally. The prevailing 
opinion is that the accounting and finan- 
cial reporting requirements of the new 
form, in contrast with those of form A-1 
which it supplants in the case of cor- 
porations with records of three years’ 
operations, should work no undue hard- 
ship on corporations or their independent 
auditors. 

Accountants have welcomed particu- 
larly those provisions which allow for 
latitude in the method of presenting 
items in financial statements and in the 
manner of certification. It is held that 
the instructions governing the prepara- 
tion of financial statements reflect an 
adequate appreciation of the nature of 
the work involved and a desire to avoid 
making requirements which might re- 
tard the natural development of account- 
ing principles. 

The form became effective for regis- 
tration of new issues of established cor- 
porations on January 15th. It applies 
to those corporations which file profit- 
and-loss statements for three years and 
have in the past fifteen years paid divi- 
dends on any class of common stock for 
at least two consecutive years, except 
that prior to March 16th, 1935, form 
A-1 may be used for statements of this 
class for which the rules otherwise per- 
mit or prescribe form A-1. 

The accounting and financial report- 
ing provisions of form A-2 and its ac- 
companying instructions closely resem- 
ble those of form 10 for registration un- 
der the securities exchange act of 1934, 
the promulgation of which was reported 
in the January issue of the Bulletin. On 
the other hand, there are certain note- 
worthy differences between form A-2 and 
form A-1l. 


DISCUSSION BY COMMISSIONERS 


Since the promulgation of form 10 and 
form A-2, three members of the securi- 
ties and exchange commission have made 
public addresses which have thrown light 
on the intent and probable effect of the 
new requirements. James M. Landis 
addressed members of the New York 
State Society of Certified Public Ac- 
countants on January 14th, George C. 
Mathews spoke at Chicago at a meeting 
of the Illinois Society of Certified Pub- 
lic Accountants on January 18th and 
Robert E. Healy spoke at a meeting of 
the Controllers’ Institute of America in 
New York on January 31st. 

Mr. Landis described the two new 
forms, emphasizing particularly the flex- 
ibility which they permitted in the pres- 
entation of the data called for. 


Form 10 the Basic Form 


“Form 10 can be regarded as the basic 
form,” he said. “The new form A-2 has 
been modeled upon it, deviating only 
where the need for providing different 
and additional information for new se- 
curity issues has called for such change. 
The later forms will in all likelihood fol- 
low the same principle of basing them- 
selves on form 10. The problem raised 
by prescribing such a form as this is, of 
course, that of bringing to the investing 
public adequate informatici as tc the 
nature and the record of securities now 
listed on exchanges.” The task was to 
accomplish this result and at the same 
time to make no demands involving diffi- 
culty or expense to which any corpora- 
tion offering its securities for public in- 
vestment could reasonably object. ... 

After discussing other provisions of 
the form, Mr. Landis turned attention 
to those which call for financial data. 


Flexibility the Rule 


“Here,” he said, “as distinguished 
from the forms earlier promulgated, 
flexibility is the rule.... We require 
the latest balance-sheet and the latest 
profit-and-loss statement, but, though we 
set forth an illustrative form, we spe- 
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cifically permit the furnishing of these 
financial statements in any other form 
that will be as comprehensive and as ade- 
quate. We set forth certain accounting 
terminology and accounting classifica- 
tions, but we permit the use of other 
generally accepted terms and classifica- 
tions. We call for consolidated balance- 
sheets and consolidated profit-and-loss 
statements, but we do not insist that all 
subsidiaries shall be consolidated; in- 
stead, we ask for the adoption of such a 
principle of inclusion and exclusion as 
will, in the opinion of the officers of the 
corporation, best exhibit the financial 
condition of the registrant, and in lieu 
of complete consolidation the submission 
of separate financial statements as to 
those subsidiaries that the registrant has 
chosen to exclude. We do not prescribe 
the form of the auditor’s certificate; in- 
stead, we ask for a certificate that shall 
be illuminating both as to the scope of 
the audit and the quality of the account- 
ing principles employed by the regis- 
trant. Or, again, in dealing with such 
a problem as the annual charges for 
maintenance and repairs and deprecia- 
tion and amortization, we do not disturb 
the integrity of such an item as the cost 
of goods sold, where these charges, under 
the accounting procedures practised by 
a particular registrant, may be embraced 
within such an item. These and other 
examples are illustrative of flexibility 
employed in this portion of the form.” 


Forms 10 and A-2 Compared 


Comparing form 10 and form A-2, Mr. 
Landis said: 

“The portion of A-2 that concerns it- 
self with financial statements differs 
primarily from form 10 in only one re- 
spect, and that is the requirement for 
profit-and-loss statements covering three 
years rather than one. Of the absolute 
necessity for this requirement there can 
be no doubt, for to purchasers of new 
securities an earnings record over a pe- 
riod of years is, of course, essential. 
This change naturally brings some minor 
changes with it, such as slight adjust- 
ments in the supporting schedules, which 
will incorporate in these schedules such 


facts as the three-year audit of income 
readily brings out. Similarly a survey 
of the dividend record over this period 
and other like matters are required. 
With regard to the historical financial 
information . . . the requirements are 
the same; that is, a survey of certain 
specified accounts and certain specified 
practices, going back, however, to 1922, 
rather than merely to 1925, avoiding as 
form 10 does, the necessity for actual 
auditing over these past years but at the 
same time bringing about the disclosure 
of those practices whose effect upon in- 
come is still present. 


Forms A-1 and A-2 Compared 


“Form A-2 is, I believe, a distinct ad- 
vance over the earlier form A-l. Not 
only does it very materially lighten the 
difficulties and expense that were en- 
tailed by meeting the earlier require- 
ments, but it also furnishes the investor 
with more valuable and more current in- 
formation. This, I feel sure, is bound 
to result both in a more informative and 
less cumbersome prospectus and very 
much less hesitancy on the part of busi- 
ness executives and accountants in ac- 
cepting the obligations of the securities 
act.” 

The address of Mr. Mathews was 
largely in response to specific questions 
which had been submitted to him in ad- 
vance. One of these which was discussed 
at length related to the provision of form 
10 that the information called for therein 
is a minimum requirement to which the 
registrant may add such further in- 
formation as will contribute to an under- 
standing of its financial condition and 
operations. 


Furnishing of Additional Information 


Mr. Mathews made it clear that the 
furnishing of such additional informa- 
tion is optional with the registrant, 
though there may arise instances when 
such information must be furnished to 
comply with the requirements of the act. 
In such cases, he said, the information 
will usually be clearly material and there 
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will be little question as to the proper 
procedure to follow. “If the registrant 
adopts the attitude that it wishes to give 
the information which is material rather 
than the attitude that it wishes to give 
as little information as it can and meet 
the technical requirements of registra- 
tion, it should encounter no serious diffi- 
culty.” He discussed hypothetical cases 
in which there might be some question 
as to the inclusion of specific items of 
information not required by the form, 
and he indicated that in each the deci- 
sion would probably rest with the judg- 
ment of the registrant as to the mate- 
riality of the information to the prudent 
investor. 


Certification of Schedules 


Another question discussed by Mr. 
Mathews was the certification of sched- 
ules by the independent auditor. He 
referred to the requirement of form 10 
that the resigtrant furnish schedules, 
such as those setting forth the funded 
debt of the registrant and its subsid- 
iaries, which the auditor is not specif- 
ically required to certify. He pointed 
to the corresponding schedules of form 
A-2 under the securities act and the re- 
quirement therein that the auditor cer- 
tify to “the matter in the registration 
statement proper to which a reference is 
required on the balance-sheet”. Refer- 
ence to the schedules in question is re- 
quired on the balance-sheet in both form 
10 and form A-2, he said, and the im- 
plication is clear that in the absence of 
specific instructions the auditor for an 
issuer filing statements under form 10 
must certify all schedules offered in sup- 
port of financial statements, whether ap- 
pearing in the form proper or in compli- 
ance with the instructions for financial 
statements. 


Definition of “Independent Accountant” 


The last question discussed by Mr. 
Mathews was the definition of an “inde- 
pendent accountant” within the meaning 
of the securities exchange act. The ques- 
tion asked was whether ownership of a 
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small block of the securities of the regis- 
trant would destroy the independence of 
the auditor in the eyes of the commis- 
sion. The answer, Mr. Mathews said, 
would depend upon the circumstances of 
each case. He indicated that the mere 
holding of a small interest does not de- 
stroy the independence of the accountant 
or of other experts, but he pointed to an 
early ruling of counsel for the federal 
trade commission, then administering 
the act, that if such a holding were more 
than nominal in amount the expert could 
not be deemed independent. The pres- 
ent policy of the commission, he said, is 
to concern itself only with substantial 
holdings, but to take into consideration 
facts associated with any holding which 
might destroy the independence of the 
expert. 

In his address at New York, Mr. Healy 
likewise responded to specific questions 
submitted in advance. 


Balance-Sheets Not Statements of Value 


He was asked whether, for the pur- 
poses of adequate disclosure, it should 
be indicated on the balance-sheet that 
items therein were shown at amounts 
which do not necessarily represent real- 
izable values. In response, Mr. Healy 
said that, although it might be advisable 
in some instance, it was not required by 
the regulations. He stated further that 
it seemed to him unfortunate that bal- 
ance-sheets were believed by some to be 
statements of valuation rather than his- 
torical records of financial events. He 
advised that, in view of the widespread 
misconception of the nature of financial 
statements, in some cases, especially 
where balance-sheet items are carried at 
an amount other than cost, it would be 
well to indicate in a foot-note the method 
of determining the amount. 


Definition of “Material” 


Mr. Healy was asked to define the 
word “material” as it is used in the two 
acts and their regulations. He reiter- 
ated that the commission has defined the 
phrase “material information” as in- 
formation of the kind which a man of 
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reasonable prudence should require in 
forming a judgment of the value of a 
security as an investment. He recom- 
mended this as a criterion of the mate- 
riality of facts to be presented in finan- 
cials statements for the purposes of the 
acts. 


Segregation of Earned Surplus 


In response to a question, Mr. Healy 
said that the required segregation of 
earned surplus from other kinds of sur- 
plus need be made only if the segrega- 
tion is made on the ledger. He qualified 
this, however, by saying that if a com- 
pany had customarily made the segrega- 
tion in its published financial statements 
and had done so in statements filed with 
an application for listing on an exchange, 
it should continue the practice. 


Future Regulations 


The following provisions, Mr. Healy 
said, were under consideration for inclu- 
sion in future regulations: 


To allow registrants the privilege of 
reserving any constitutional rights they 
might wish to claim. 

To allow registrants in some circum- 
stances to withdraw their registration 
statements under safeguards that would 
not interfere with the essential right in- 
volved. 


To allow corporations which find it 
impracticable to assemble all necessary 
information by the effective date for 
permanent registration, which is July 1, 
1935, to complete their registration at a 
later date by filing supplemental state- 
ments. 

To allow corporations, whose fiscal 
years ended prior to December 31, 1934, 
which could obtain the information called 
for in form 10 only by a re-audit of their 
accounts, to complete their registration 
after their regular audit at the close of 
their next fiscal year. 

To allow consolidation of foreign sub- 
sidiaries whose fiscal years end at a date 
other than the fiscal year-end of the 
parent companies, provided the facts are 
disclosed. 
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Mr. Healy also said that the commis- 
sion was pursuing studies of trading in 
unlisted securities on exchanges and that 
it would report on the subject to con- 
gress on or before January 3, 1936. He 
said that at this time he could make no 
prediction as to the probable nature of 
the commission’s recommendations. 


Form of Certificate 


The Institute’s special committee on 
coéperation with the securities and ex- 
change commission, addressed, on Janu- 
ary 16th, a letter to the members of the 
Institute in response to inquiries as to 
what changes in the form of accountants’ 
reports might be necessary or desirable 
because of the passage of the securities 
exchange act of 1934 and the regulations 
promulgated under it. 

The committee advised that no changes 
in the form of certificate accompanying 
1934 annual reports to stockholders are 
necessitated by the act or its regulations 
and that the form approved by the Insti- 
tute and endorsed by the stock list com- 
mittee of the New York stock exchange 
would be appropriate for use in conjunc- 
tion with annual reports to stockholders 
for 1934. 


Copies of Forms Available 


The Institute has received a limited 
number of copies of form 10 and form 
A-2 which are available to members. 
Copies may also be obtained by request 
from the securities and exchange com- 
mission at Washington. 


C. P. A. DEFINED 


Webster’s International Dictionary has 
for the first time defined the phrase, cer- 
tified public accountant. In its latest 
edition it offers the following definition: 


“An accountant who has met the require- 
ments of a state law and has been given 
the state certificate and is permitted to use 
the designation, C. P. A.” 
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AFFIDAVITS BY AGENTS PREPARING 
INCOME-TAX RETURNS 


The Institute’s committee on federal 
legislation has received a number of in- 
quiries relative to the form of affidavit 
required to be filed by accountants and 
other agents who assist taxpayers in the 
preparation of income-tax returns for 
the year 1934. 

The form of affidavit required is as 
follows: 

“I/we swear (or affirm) that I/we pre- 
pared this return for the person named 
herein and that the return (including 
its accompanying schedules and state- 
ments, if any) is a true, correct and 
complete statement of all the information 
respecting the income-tax liability and/ 
or excess-profits-tax liability of the per- 
son for whom this return has been pre- 
pared of which I/we have any knowl- 
edge.” 

It is the opinion of the committee that 
since the taxpayer himself is required 
by law to verify his return, it is within 
the authority of the bureau of internal 
revenue to require the agent preparing 
the return to sign an affidavit setting 
forth the essential facts relative to that 
performance. It is hardly likely, how- 
ever, that one could legally be required 
to sign an affidavit which might be mis- 
leading or even untrue. 

The committee believes, therefore, that 
in cases where the prescribed form of 
affidavit is inappropriate, the require- 
ments should be satisfied if the taxpayer 
attaches to his return a rider giving the 
information required of him, including 
an affidavit by the agent preparing the 
return which sets forth the salient facts 
relative to the preparation of the return. 

The Institute’s committee has not sug- 
gested any alternative forms of affi- 
davits to cover various cases, but indi- 
vidual accountants have devised the fol- 
lowing forms to meet conditions which 
may arise: 


I, (officer of the company), employed 
(agent), of (firm), to prepare the federal 
income tax return of (company), of (ad- 
dress), covering the calendar year 1934, in 
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accordance with instructions given by me. 
I also consulted (name), of (address), as 
counsel in regard to some of the transac- 
tions for the year. 


(signed) 
STATE OF 


COUNTY OF 


I, (name of agent), acting on behalf of 
(firm), of (address), as adviser for (cli- 
ent) affirm that pursuant to instructions 
received from (officer), (title), of (client), 
of (address), I prepared the attached re- 
turn covering the calendar year 1934 show- 
ing net income of $——— and a tax lia- 
bility of $————,, on the basis of informa- 
tion furnished by (client) in connection 
with an examination of the accounts of the 
company; that the information set out in 
the return and accompanying schedules 
correctly and fairly reflects the informa- 
tion furnished to or discovered by me dur- 
ing the course of the preparation of the 
return and that said information is true to 
the best of my information and belief. 


SS. 


(signed) 
Subscribed and sworn to 
before me this 


day of » 1935 


(notary public) 


I (officer of the company) employed 
Messrs. (agents), of (firm), to prepare the 
federal income and excess-profits tax re- 
turn of (client), of (address), covering 
the fiscal year ending April 30, 1934, in ac- 
cordance with instructions given by me. I 
also consulted (name), of (address), as 
counsel in regard to some of the transac- 
tions for the year. 


(signed) 
STATE OF 


COUNTY OF 


I, (name of agent), acting on behalf of 
(firm), of (address), as adviser for (cli- 
ent) affirm that pursuant to instructions 
received from (officer), (title) of (client), 
of (address), I prepared the attached re- 
turn covering the fiscal year ending April 


SS. 
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30, 1934, showing a net income of $——— 
and a tax liability of $———— on the basis 
of the information set forth in the report 
dated , issued in connection with 
an examination of the balance-sheet of the 
corporation as at and of the 
statement of profit and loss for the year 
ending on that date. 


(signed) 
Subscribed and sworn to 
before me this 
day of 1935 
(notary public) 
I, (name), of (address), employed 


Messrs. (name), of (firm), to prepare my 
federal income-tax return for the year 1934 
in accordance with instructions given by me. 


(signed) 
STATE OF 


COUNTY OF 


SS. 


I, (name of agent), acting on behalf of 
(firm), of (address), as adviser for 
(client), affirm that pursuant to instruc- 
tions received from (client), of (address), 
I prepared the attached return covering the 
calendar year 1934 showing a tax payable 
of $———_, on the basis of information fur- 
nished by (client) without verification by 
me; that the information set out in the re- 
turn and accompanying schedules correctly 
and fairly reflects the information fur- 
nished to or discovered by me during the 
course of the preparation of the return and 
that said information is true to the best of 
my information and belief. 


(signed) 


Subscribed and sworn to 
before me this 


day of 1935 


(notary public) 
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I, (name and address) prepared the at- 
tached federal income-tax return showing a 
net income of $———— on line from 
data furnished me by the taxpayer covering 
the year ended December 31, 1934, without 
verification of the correctness of such data 


or 


as a result of an examination of the ac- 
counts of the taxpayer as at December 31, 
1934 

or 


as a result of an examination of the ac- 
counts of the taxpayer as at December 31, 
1934, without verification of the income and 
expense accounts, 


or 


(insert some other appropriate description 
of the basis of the return.) 


and affirm that the information set forth in 
the return and accompanying schedules, if 
any, correctly and truly represents the in- 
formation furnished to or discovered by me 
during the course of the preparation of the 
return, and that such information is true 
and correct to the best of my information 
and belief. 


(signed) 
Subscribed and sworn to 
before me this 


day of 1935 


(notary public) 


INSTITUTE PUBLICATION 
RECEIVES AWARD 


Accounting Evolution to 1900, by A. 
C. Littleton, published by the American 
Institute Publishing Co., Inc., has been 
adjudged by the grand council of Beta 
Alpha Psi, national honorary accounting 
fraternity, the most noteworthy contri- 
bution to accounting literature during 
the two years ended May 1, 1934, it was 
announced during January. 

Mr. Littleton is professor of account- 
ing at the University of Illinois and is a 
member of the American Institute of Ac- 
countants. He has received the scroll cus- 
tomarily given to the authors of the 
books selected for the award. 
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JAMES A. ELLIOTT 


James Alexander Elliott, partner in 
the Boston firm of Elliott, Davis & Co., 
died on January 18, 1935, at the age of 
forty-one. Mr. Elliott was admitted to 
the Institute as an associate in 1919 and 
was advanced to membership in 1933. 


He entered public accounting practice 
with the firm of Cooley & Marvin, of 
Boston, in 1915. In 1920 he became a 
partner in the firm with which he was 
associated at the time of his death. 


Mr. Elliott held certificates as a certi- 
fied public accountant from the states of 
Massachusetts, New Hampshire and 
South Carolina. 


JOHN B. McCABE 


John B. McCabe, of Wilmington, N. C., 
a member of the Institute since 1927, 
died on January 10th at the age of 57. 

Mr. McCabe entered public accounting 
practice at Wilmington in 1912 and took 
an active part in the affairs of the pro- 
fession. He held several offices, includ- 
ing that of president, in the North Caro- 
lina Association of Certified Public Ac- 
countants, and served as chairman of the 
state board of accountancy. He received 
a certificate as a certified public account- 
ant of North Carolina in 1913. 


THE SOCIETY OF INCORPORATED 
ACCOUNTANTS AND AUDITORS 


Officers and members of council of the 
American Institute of Accountants have 
been invited to attend a celebration of 
the fiftieth anniversary of the founda- 
tion of the Society of Incorporated Ac- 
countants and Auditors, to be held at 
London, England, April 3 to 5, 1935, in- 
clusive. Ladies have been invited. 

The executive committee of the Insti- 
tute has requested that members of coun- 
cil who may be in England at the time 
of the celebration notify the secretary of 
the Institute in order that the president 
may select representatives. 
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INDEPENDENT AUDITS UNDER BLUE- 
SKY LAW 


The Institute’s special committee on 
appointment of auditors has called atten- 
tion to certain sections of the Alabama 
securities act, providing for periodic fi- 
nancial statements of issuers of securi- 
ties, and sections of the regulations pro- 
mulgated under the act, providing for 
the auditing of such statements by inde- 
pendent public accountants. It has been 
noted with interest that these regula- 
tions closely resemble regulations issued 
under the securities act of 1933. 

Section 9890 of article 12, chapter 335 
of the code of Alabama, 1928, as amended, 
provides that issuers of securities must 
file with the state authorities, within 
thirty days after the close of each quar- 
ter and at such other times as may be 
required, statements setting forth their 
financial condition and the amount of 
their assets and liabilities. 


Rule 7 of the regulations issued under 
this act, as amended August 15, 1934, 
provides that financial statements filed 
under the act, unless otherwise specified 
in the regulations, must be prepared and 
certified by “reputable, disinterested, 
public accountants.” Other portions of 
this rule which apply to accountants and 
their certificates are as follows: 


(B) ACCOUNTANTS 


“Section 1. The commission, unless it 
otherwise specifically directs, will not rec- 
ognize any person as a certified public ac- 
countant who is not duly registered and in 
good standing and is entitled to practise as 
such under the accounting laws of the 
state, territory or country of his residence 
or principal office as such certified public 
accountant. The commission is not bound 
to recognize all such accountants; but re- 
serves the right to reject any such. The 
commission moreover reserves the right to 
set up further standards and rules relat- 
ing to this subject. 

“Section 2. The commission will not rec- 
ognize any such certified public accountant 
or public accountant as independent if 
such accountant is not in fact independent. 
Unless the commission otherwise directs, 
such accountant will not be considered in- 


| 
| 


Bulletin of American Institute of Accountants 


dependent with respect to any person in 
whom he has any interest, directly or indi- 
rectly, or with whom he is connected as an 
officer, agent, employee, promoter, under- 
writer, trustee, partner, director, or per- 
son performing similar function. 


(C) CERTIFICATES BY ACCOUNTANTS, ET AL. 


“Section 1. Any certificate by an inde- 
pendent certified or public accountant with 
respect to any 


“(a) Application for registration of se- 
curities (Alabama code, 1923, section 
9884) ; 


“(b) Application for exemption of secu- 
rities (Alabama code, 1923, section 9879) ; 


“(c) Quarterly report (Alabama code, 
1923, section 9890) ; 


“(d) Application for cancellation of 
registration of securities and to be relieved 
from filing further reports (application for 
cancellation and discharge), (Alabama 
code, 1923, sections 9890 and 9891) ; 


“(e) Other financial report, required to 
be certified to by such accountant or ac- 
countants, and to be filed with the com- 
mission; and 


“(f) Any statements, papers and/or 
documents attached and/or used in connec- 
tion with any of the foregoing 


shall be dated and shall conclude with a 
statement substantially to the following ef- 
fect: 


“Subject to the foregoing comments, we 
(I) have, after reasonable investigation, 
reasonable grounds to believe and do be- 
lieve, at the date of this certificate, that 
the statements contained in the attached 
asset and liability statements, trial balance 
and profit-and-loss statements, etc., truly 
and fairly reflect the application of ac- 
cepted accounting practices and rule 7 of 
the rules of the state securities commission 
of Alabama, to the facts disclosed by our 
(my) investigation, and that there is no 
omission to state a material fact required 
to be stated therein or necessary to make 
the statements therein contained not mis- 
leading.” 


“Section 2. If in any case such account- 
ant or other expert is unable to satisfy 
himself concerning the correctness of any 
item in any of the papers or documents re- 
ferred to in section 1 of subdivision (C) of 
this rule 7, he shall refer to such item in 
his certificate and give appropriate ex- 
planation thereof. 
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“Section 3. If anything comes to the at- 
tention of such accountant or other expert, 
or he obtains knowledge of any facts which 
would make any of the material items 
therein untrue or indicate that there was 
an omission to state a material fact re- 
quired to be stated or necessary to make 
the statements therein not misleading, he 
shall bring such immediately to the atten- 
tion of the commission. 

“Section 4. In determining what consti- 
tutes reasonable investigation and reason- 
able grounds for belief, the standard of 
reasonableness shall be that required of a 
prudent man in the management of his 
own property. 

“Section 5. Where a partnership of certi- 
fied or public accountants certifies to any of 
the statements, papers and/or documents 
referred to in this subdivision (C) of this 
rule 7, or any part thereof or any docu- 
ment used in connection therewith, the cer- 
tificate shall be signed with the partner- 
ship name and by a member thereof.” 


AUDITS FOR PROBATE COURTS 


The Institute has been informed of the 
introduction in the Minnesota legislature 
of senate bill 310 which provides for the 
amendment and re-arrangement of the 
probate laws of that state. It is under- 
stood that this bill would give effect to 
recommendations of the Minnesota bar 
association, including a provision for the 
appointment of independent public ac- 
countants as auditors of estates in pro- 
bate which was suggested by representa- 
tives of the American Institute of Ac- 
countants. 


The revised probate code, as drafted 
by a committee of the bar association, 
provides as follows: 


“The court may appoint an auditor in 
any matter involving an annual, partial 
or final account or the amount due on a 
claim or an off-set thereto. Such ap- 
pointment may be made with or without 
notice and on the court’s own motion or 
upon the petition of the representative 
or of any person interested in the estate 
of guardianship. 


“The auditor shall have the same 
power as the court to set hearings, grant 
adjournments, compel the attendance of 
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witnesses and the production of books, 
papers, and documents and to hear all 
proper evidence relating to such matter. 
He shall report his findings of fact to 
the court. 

“The auditor shall be allowed such rea- 
sonable fees, disbursements and expenses 
as may be determined by the court and 
shall be paid by the representative as 
expenses of administration or guardian- 
ship or by the person applying for such 
audit as the court may determine.” 

While the matter was under considera- 
tion the American Institute of Account- 
ants was asked to investigate provisions 
for appointment of auditors by probate 
courts in other states. Through the spe- 
cial committee on development of the 
Institute, including members in almost 
every state, information was obtained in- 
dicating that appointment of public ac- 
countants by probate courts, either as 
referees, executors or auditors is rare 
throughout the country, although in al- 
most all states accountants occasionally 
perform engagements for estates at the 
direction of executors or of administra- 
tors and sometimes of the beneficiaries. 
It was learned that in two states probate 
courts had appointed independent audi- 
tors as executors or administrators of 
estates. In eight states probate courts 
have authority to appoint auditors of 
estates. 

It is understood that under present 
practice in most places auditors may be 
engaged only when there is a motion 
made by the attorneys, the administra- 
tors or the beneficiaries. If all inter- 
ested parties do not join in the petition, 
the burden of expense falls on those re- 
questing the audit. If courts were gen- 
erally given authority to require audits 
in appropriate cases it would be at the 
expense of the estate and ali final bene- 
ficiaries would bear their share propor- 
tionately. It is felt, too, that probate 
courts should have authority to utilize 
the services of professional accountants 
as referees in complicated cases involv- 
ing accounting problems. 

Members who may be able to contrib- 
ute to the Institute’s information on this 
subject are requested to do so. 
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PROVISIONS OF PUBLIC-UTILITY 
HOLDING-COMPANY BILL 


As this Bulletin goes to press it is 
learned that a bill was introduced in the 
federal senate and house of representa- 
tives on February 6th to effect federal 
control over public-utility holding com- 
panies, including a requirement that such 
companies submit to auditing of their ac- 
counts by independent public account- 
ants. Provision is also made for uniform 
methods of accounting. 

The measure is known as the “public- 
utility holding-company bill” and is spon- 
sored by the interstate-commerce com- 
mittees of house and senate. One of its 
purposes, as described by the chairman 
of the house committee in published re- 
ports, is to require “adequate reports 
and uniform standardized accounts, 
which will reveal rather than conceal the 
financial condition of companies and the 
nature of all intercorporate relation- 
ships.” 

After October 1, 1935, it would be 
made unlawful for a public-utility hold- 
ing company, as defined in the act, to do 
business unless registered under section 
5 of the act, which provides, in part, for 
the filing of the following documents: 


Balance-sheets for not more than the 
five preceding fiscal years, certified if re- 
quired by the rules and regulations of the 
commission by an independent puble ac- 
countant. 

Profit-and-loss statements for not more 
than the five preceding fiscal years, certi- 
fied if required by the rules and regula- 
tions of the commission by an independent 
public accountant. 


The commission referred to in this 
provision is the securities and exchange 
commission, which, with the federal 
power commission and the federal trade 
commission, would be charged with the 
administration of the various provisions 
of the act. 


Stanley G. H. Fitch, of Boston, is serv- 
ing as chairman of the accountants’ divi- 
sion of the industry and finance committee 
in Boston’s emergency campaign of 1935. 
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STATE LEGISLATION 


The Institute has received informa- 
tion of the introduction of the following 
bills affecting the accountancy laws of 
various states: 


CALIFORNIA 


Assembly bill 965, introduced on Janu- 
ary 24th, would define the powers of the 
state board of accountancy. The Insti- 
tute has received no further information 
as to the provisions of the bill or its 
progress in the legislature. 


COLORADO 


Senate bill 515, introduced on January 
16th, would amend the section of the 
compiled laws of Colorado which relate 
to the powers of the state board of ac- 
countancy. 


GEORGIA 


A measure introduced as house bill 20 
and senate bill 48 would amend the exist- 
ing accountancy law of the state by es- 
tablishing a procedure for the state 
board of accountancy in the conduct of 
examinations, the issuance of certificates, 
keeping of records and other matters. 
It would also fix educational and experi- 
ence requirements for the certified pub- 
lic accountant certificate. The bill was 
introduced in the house on January 14th 
and in the senate on January 17th. 


MISSOURI 


A bill to enact a two-class “restrictive” 
accountancy law in Missouri was intro- 
duced in the legislature on January 10th 
as house bill 49. This bill would have 
the effect of repealing the existing law, 
which is of the non-restrictive type. The 
validity of certified public accountant 
certificates issued under the present law 
would be recognized and provision made 
for the issuance of such certificates in 
the future to applicants meeting the edu- 
cational and experience requirements of 
the bill. It is provided that persons en- 
gaged in practice at the effective date of 
the act who apply before January 1, 
1936, shall be registered as public ac- 
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countants. The bill provides for owner- 
ship of working papers, for confidential 
relationship between accountant and cli- 
ent and for reciprocity with the account- 
ing authorities of other states. 

House bill 282, introduced in the Mis- 
souri legislature on February Ist, would 
provide for a waiver of examination for 
candidates for the certified public ac- 
countant certificate who are graduates 
of accounting courses as conducted by 
reputable universities or colleges, pro- 
vided the graduates have had three 
years’ experience in public practice on 
their own account or five years in the 
employ of reputable accounting firms. 
It would also provide for a waiver of 
examination to persons who have been 
in public practice for a continuous pe- 
riod of ten years. 


NEW YORK 


A bill to enact a “restrictive” account- 
ancy law of the two-class type was intro- 
duced in the New York legislature as 
senate bill 336 on January 18th. It 
would prohibit unauthorized practice of 
accountancy and establish a procedure 
for the registration of certified public 
accountants and public accountants. The 
latter class would be open to all in prac- 
tice on their own account or to employees 
of certified public accountants at the 
time of enactment of the bill, to federal, 
state or municipal employees whose 
duties include the examination and 
verification of financial statements and 
to instructors in accountancy, account- 
ing executives of private enterprises 
and graduates of schools of account- 
ancy. 


TENNESSEE 


A bill introduced in the legislature of 
Tennessee, known as S. 78 and H. 120, 
provides that an applicant for the certi- 
fied public accountant certificate who has 
served as a senior accountant on the 
staff of a certified public accountant in 
that state continuously for five years 
shall receive a credit of 25 per cent. in 
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each subject upon which he is examined. 
It also provides for a waiver of examina- 
tion to senior accountants who meet a 
prescribed experience requirement. 


WASHINGTON 

House bill 276, introduced on February 
5th, provides that applicants for licens- 
ing as certified public accountants must 
meet certain experience requirements in 
addition to the education requirements. 


WEST VIRGINIA 


Senate bill 56, introduced on January 
28th, would enact a two-class “restric- 
tive” accountancy law in West Virginia. 
It provides for waiver of examination 
and for registration as public account- 
ants of persons who have been in prac- 
tice for a period of eight months preced- 


ing their application, who apply for reg- 
istration within three months after July 
1, 1935. 


WYOMING 


Senate bill 80, introduced on January 
29th, would make it illegal to practise 
public accounting without state author- 
ization and provides for the licensing of 
certified public accountants and public 
accountants. Certificates of authority to 
practise as public accountants would be 
issued to persons applying on or before 
July 1, 1935, who demonstrate that they 
were in public practice at the time of 
enactment of this act or were at that 
time employed in the federal, state or 
other governmental service as account- 
ants. 


ANNOUNCEMENTS 


Edward Q. Kruchten, of Chicago, an- 
nounces the opening of offices at suite 914 
Borland building, 105 South LaSalle 
street. 


George S. Olive & Co., of Indianapolis, 
announce the removal of their offices from 
828 Chamber of Commerce building to 
quarters on the fifth floor of the same 
building. 


Roy G. Abbey, of Salt Lake City, ad- 
dressed members of the Executive associ- 
ation of Salt Lake City, January 14th, on 
“Annual audits, their necessity and useful- 
ness.” 


~ Reynold E. Blight, of Los Angeles, has 
been elected a director of the Better Amer- 
ica federation. 


Howard L. Chambers has assumed office 
as city councilman of South Bend, Ind. 


E. H. Griswold, of Boston, made two ad- 
dresses on the revenue act of 1934 during 
January at meetings of the Rotary club at 
Waltham, Mass., and Brunswick, Me. 
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Louis D. Kork, of Portland, Ore., has 
been elected treasurer and trustee of the 
Portland better business bureau. 


John S. Lloyd and Charles E. Stevens, 
of Indianapolis, have been appointed in- 
structors in accounting at Butler univer- 


sity. 


Archie F. Reeve, of New York, is the 
author of the recently published book, 
Hospital Economics. 


Max A. Simionescu, of Teaneck, N. J., 
addressed members of the Teaneck rotary 
club, January 2nd, on “The revenue act of 
1934.” 


G. A. Treadwell, of New Orleans, has 
been elected vice-president of the New 
Orleans parish school board. 


O. V. Wallin, of Philadelphia, spoke on 
January 16th at a meeting of the Middle 
Atlantic lumbermen’s association on “Cost 
accounting requirements under the code.” 


A. C. Woods, of St. Louis, has been ap- 
pointed to the miscellaneous-tax subcom- 
mittee of the legislation and tax committee 
of the St. Louis chamber of commerce. 
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